Firms and the Welfare State: A Test of Employer Support for Economic Security by Watson, Sara
home > areas of expertise > ideas, identities and decisional processes >firms and the welfare state
Faculty Spotlight
Use of Force and
Diplomacy
Ideas, Identities and
Decisional Processes
that Affect Security
Institutions that
Manage Violent
Conflict
Graduate Student
Research
Firms and the Welfare State: A Test of
Employer Support for Economic Security
Principal Investigator: Sara Watson
During the 20th century, Western nations have adopted social
protection as a way to stem conflict between capital and labor, and to
ensure economic growth.  Measures such as employment protection,
unemployment insurance, and wage bargaining have helped pave the
way for an era of social stability in Europe and the United States.
How did this change come about?  Many observers argue that social
protection was pushed through by left-wing parties and their trade
union allies over the objections of capitalists, who uniformly opposed
these measures.  But recently, scholars have begun to argue that
companies were the drivers of social protection.  Advocates of this
approach claim that firms favor economic security because it
encourages workers to gain the skills needed for competing in an
international market.
Using France and Germany as cases, Watson plans to test this idea by
analyzing data from the stock market.  Specifically, she is looking at
what happens to a company's stock price when social protection
measures are passed.  Her idea is that the type of skills a company
requires from its labor force will determine how its share price
responds to protectionist legislation because such laws affect the
incentives for workers to invest in different types of skills.
Watson’s project tests four hypotheses:
Companies that rely on workers with firm-specific skills support
employment protection, or rules that make it hard to fire
workers.  An example might be Toyota, which may spend years
training workers to perform jobs that can’t be done anywhere
else.
Companies that rely on workers with industry-specific skills
support unemployment protection, or insurance paid to workers
who are laid off.  For example, a Microsoft worker could take his
skills to Google, but the entire tech sector would suffer if the
industry is in a slump and workers decide to seek employment in
other sectors.  Unemployment insurance allows workers to sit
out a recession and return to jobs in their previous industry once
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the downturn is over.
Companies that rely on workers with both firm- and industry-
specific skills support wage protection, or rules that make it
hard to cut salaries, because wage bargaining provides a stable
distribution of earnings across different categories.  These firms
want to guarantee that workers investing in specific skills will
not suffer from large swings in future wages.
Companies that rely on workers with general skills oppose
employment, unemployment and wage protection. 
To test these hypotheses, Watson is charting three types of data:
Social protection laws passed in France and Germany from 1975
to 2005
Manufacturing surveys showing the nature and extent of workers’
training
Daily stock market data
By gauging which types of firms support which type of social
protection, Watson hopes to shed light on current controversies over
welfare state provisions in Europe and the United States.  Her research
also brings techniques normally used by economists to bear in political
science.  Watson plans to publish articles outlining both contributions
in the coming year.
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